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Prepared by the AICPA Professional Ethics Executive Committee 
For comments from persons interested in behavioral standards matters 
Comments should be received by February 15, 1984, and addressed to 
Herbert A. Finkston, Professional Ethics Division 
AICPA, 1211 Avenue of the Americas, New York, N.Y. 10036-8775 
EXPOSURE DRAFT 
PROPOSED INTERPRETATION OF RULE 102 — 
INTEGRITY AND OBJECTIVITY 
PROPOSED INTERPRETATION 102-1 
Knowing Misrepresentations in 
Financial Records 
and 
PROPOSED INTERPRETATION OF RULE 501 — 
ACTS DISCREDITABLE 
PROPOSED INTERPRETATION 501-4 
Gross Negligence in the Preparation 
of Financial Statements 
or 
Records 
DECEMBER 5, 1983 
This exposure draft has been sent to 
• practice offices of CPA firms 
• members of AICPA Council and technical committee 
chairmen 
• state society and chapter presidents, directors, and 
committee chairmen 
• organizations concerned with regulatory, supervisory, or 
other public disclosure of financial activities 
• persons who have requested copies 
AICPA American Institute of Certified Public Accountants 1211 Avenue of the Americas. New York, New York 10036 (212) 575-6200 
December 5, 1983 
Proposed Interpretation 102-1 — Knowing Misrepresentations in Financial Records 
Rule 102 — Integrity and Objectivity — provides that "a member shall not knowingly misrepresent facts." 
While the rule clearly applies to members who are found to have been directly involved in such 
misrepresentations, questions have been raised regarding the rule's application to members who permit, 
or who direct others, including subordinates, to be involved in, what may be found to be 
misrepresentations of fact. 
The Professional Ethics Executive Committee is proposing for comment this interpretation to clarify the 
application of rule 102 to members who permit or direct others to perform acts which, if performed by the 
member, would place the member in violation of the rule. 
Proposed Interpretation 501-4 — Gross Negligence in the Preparation of Financial Statements or Records 
The application of Rule 501 — Acts Discreditable — to a member who has been involved with the 
preparation of false and misleading financial statements has been unclear in the past. Such a member 
may state that he was unaware that false and misleading entries were included in the entity's financial 
records or statements and therefore should not be held responsible for such misleading entries. Also, the 
member may state that while he may have been responsible for such records or statements, he assigned 
the responsibility for their preparation to others, or he was too busy to pay close attention to the 
preparation or specific contents of the records or statements. 
The Professional Ethics Executive Committee has brought charges of code violation against certain 
members under rule 501 when it was concluded that the members were "grossly negligent" in meeting 
their professional responsibility. The committee has concluded that it is appropriate to put members on 
notice that they will be so charged, if by virtue of their gross negligence, they make, or direct or permit 
another to make, false or misleading entries in financial records or statements. 
If the two proposed interpretations are approved for publication by the executive committee after the 
exposure period is concluded, they will be effective on the last day of the month in which they are 
published in the Journal of Accountancy. 
For your information, the rules of conduct that are the subjects of the proposed interpretations in this 
exposure draft are as follows: 
Rule 102—Integrity and Objectivity 
A member shall not knowingly misrepresent facts and when engaged in the practice of public accounting, 
including the rendering of tax and management advisory services, shall not subordinate his judgment to 
others. In tax practice, a member may resolve doubt in favor of his client as long as there is reasonable 
support for his position. 
Rule 501—Acts Discreditable 
A member shall not commit an act discreditable to the profession. 
Comments or suggestions on any aspect of this exposure draft will be appreciated. For convenience in 
responding, a postpaid mailer is attached to this exposure draft. Comments on this exposure draft should 
be sent to 
Herbert A Finkston 
Professional Ethics Division 
AICPA 
1211 Avenue of the Americas 
New York, New York 10036 
Comments should be sent in time to be received by February 15,1984. 
Written comments on the exposure draft will become part of the public record of the AICPA and will be 
available for inspection at the office of the AICPA after March 15,1984, for one year. 
Sincerely, 
Herman J. Lowe 
Chairman 
AICPA Professional Ethics Executive Committee 
Herbert A Finkston 
Director 
AICPA Professional Ethics Division 
PROPOSED INTERPRETATION 102-1 
KNOWING MISREPRESENTATIONS 
IN FINANCIAL RECORDS 
A member who knowingly makes, or permits or directs another to make, 
false and misleading entries in an entity's financial records shall be consid-
ered to have knowingly misrepresented facts in violation of rule 102. 
PROPOSED INTERPRETATION 501-4 
GROSS NEGLIGENCE IN THE PREPARATION 
OF FINANCIAL STATEMENTS OR RECORDS 
A member who, by virtue of his gross negligence, makes, or permits or 
directs another to make, false and misleading entries in the financial 
statements or records of an entity shall be considered to have committed an 
act discreditable to the profession in violation of rule 501. 
